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“2022: A muted kind of year” 
Prepare for “meh”…..   Unlike what we have 
experienced for the last three years, 2022 is 
likely to be much more muted in terms of 
economic growth, stock market growth and 
overall portfolio performance in general.  
We’re not calling for a recession or even a 
bear market. But we do think this year will be 
far more lackluster than recent years with 
likely a fair bit of choppiness and a greater 
potential for a routine 10% correction. There 
are several factors we see contributing to this 
environment:  continued elevated inflation levels, decelerating economic growth 
and tighter monetary policy from the Federal Reserve are among the chief factors.  
However, there should still be some bright spots that could bring a little shine…  

US Economics 
Our view of the 2022 economic growth environment is indeed muted.  Elevated inflation, supply chain issues, 
labor shortages and interest rate hikes will likely restrain economic growth through much of the year despite a 

very robust consumer.  The Federal Reserve has also 
lowered their 2022 GDP growth expectations as well to 
a range of 3.2% - 4.6%, slightly down from their 
September projection of 3.1%-4-9%.   However, we 
believe this is still much too high and will come down 
further.  As for last year, we won’t have the official 
number for the 4th quarter of 2021 until January 27th. 
Interestingly, the GDPNow reading is indicating an 
upside surprise, forecasting 6.8% for last quarter. On 
the other hand, 2021 ended the year with the highest 
inflation rate since 1982, with CPI ( Consumer Price 
Index) reading 7.0% for the prior 12 months ending in 
December.  Our thesis is that these continued high 

levels will cause “inflation fatigue”, and when coupled with the wealth effect resulting from a slow and choppy 
stock market, the combination will produce decreased consumer demand.  This isn’t to say that consumers are 
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developing a weak financial profile, quite the 
opposite.  The average household Net Worth 
continues to reach all-time highs and the household 
debt service ratio remains near record lows.  It’s not 
that we believe consumers ability to spend will be 
impaired, but rather we believe their willingness to 
spend will be diminished.  On the other side of the 
economic lens, we are still watching the labor 
situation for signs of the “return of the worker”.  The 
labor force participation rate increased to 61.9% in 
December, up from 61.7% in September.  Still a ways 
away from the 63.4% rate in January of 2020. The 
December U-3 (official) unemployment rate came in 
at 3.9%, falling from 4.7% back in September. 
Additionally, the U-6 (broader definition including 
part-time) unemployment rate also fell to 7.3% from 
the September read of 8.5%.  However, the “Great 
Resignation” is still raging, with a record 4.5 million 
people quitting their jobs in the latest November JOLTS 
report.  Meanwhile, job openings remain at record high 
levels, with the November JOLTS job openings report 
showing 10.5 million available jobs.    
 

Altogether, our forecast of reduced 
consumption and difficult traction in 
the labor force leads us to anticipate a 
more muted GDP forecast for 2022. 
Add to that the rising interest rate 
situation, and there certainly seems to 
be some headwinds approaching….  
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US Equity Markets 
2021 was another hot year in the US stock market, with a 
strong “Santa Clause Rally” pushing the major indexes to 
finish close to all-time highs.  However, the expectations for 
2022 are much more “muted”.   We are expecting only a mid 
to high single digit stock market return this year, which is in 
line with the range of expectations.  According to the Wall 
Street Journal, the average target for the S&P 500 to end 
next year is 4940, which is only about 3.37% higher than the 
4778.73 level at year-end.  The range was from -6.9% to 
+12%.    We believe that stocks will end higher with the 
incredible 2021 earnings growth momentum carrying over to 
at least the first quarter in 2022. However, slower economic 
growth and higher interest rates should slow things down 
later in the year.  Price -to- earnings valuations are likely to 
come down a bit as well as investors put a greater focus on 
fundamentals.    This environment favors “Value” style 
investing and is likely to get away from the “hot money” 
investments like Bitcoin, Meme Stocks and NFTs (Non-

Fungible Tokens).  All-in all, we expect a sideways and choppy market that will grind its way higher throughout 
the year, but will react to the actions and expectations of the Federal Reserve.    
 
 
 

US Fixed Income 
In spite of all the headlines that only focus on the stock market, the bond market has experienced a much 
wilder ride, and that’s not about to stop.   For an example of how uninteresting the media thinks bonds are, on 
the CNBC app bonds are 15th down on the list of 17 markets tab, with even cryptocurrencies, commodities and 
currencies ahead.  Despite that though, bonds remain core ingredients in diversified portfolios.   As we have 
mentioned previously, core bond categories face headwinds as the Federal Reserve begins its efforts to raise 
interest rates.  Bond markets respond inversely, meaning bond prices are anticipated to fall with the rise in 
interest rates.   There are other factors at bay however, such as other global central banks continuing their 
programs to keep interest rates low.  This sort of puts a soft “anchor” on yields because as US yields move 
higher, foreign demand increases and puts counteracting downward pressure against rising yields.   As the 
saying goes, “don’t fight the Fed”, yields are likely to move higher but more in a choppy, range-bound fashion.   
In the meantime, areas of the fixed-income market that have higher coupon rates such as High Yield Bonds and 
Preferred Stocks should produce the best results.   
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International Markets 
“Un-mute”.  For most of the past decade, international stocks 
have been muted relative to the US.  We believe that’s about to 
change.   The relative Price-to-earnings (P/E) discount between 
the US and MSCI All-Country World index excluding the US is 
approaching -3 standard deviation levels.   If you know 
statistics, the empirical rule states that 99.7% of data points fall 
within 3 standard deviations of the mean. So… what that infers 
is that either international stock valuations will rise or that US 
stock valuations will fall.   Our assessment is that we will have a 
bit of both.   We think the transition to favor international 
stocks will occur sometime here in the first quarter.  With 
sluggish US market prospects, we believe the flow of capital will 
favor international assets, especially at lower relative 
valuations.  The market composition (more value oriented) and 
stage in the cyclical cycle (much earlier in recovery) also put 
international equities at an advantage….  
 

 
 
Real Estate 
Turn it up!   REITs had 
incredible performance 
during 2021, with the FTSE 
Nareit All Equity REITs index 
up 41.3% - the best single-
year gain since 1976!  While 
we are not looking for 
another record year, our 
view is that REIT 
momentum carries forward 
in 2022.   We think there 
are three contributors to 
this scenario:  1.)  REITs are 
still earlier in the cycle than equities 2.) Strong forecasted NOI (Net Operating Income) growth and 3.) The 
positive return relationship with higher than expected inflation.   Although higher interest rates are expected, 
the effects are not typically felt in the REIT market until subsequent years. 
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Interest Rates & the Fed 
All eyes are back on the Fed and what 
steps they will take to curb the highest 
inflation in almost 40 years.   Investors 
have been expecting a rise in interest rates 
but Chairman Jerome Powell rattled the 
markets in early December by stating “that 
increases in our securities holdings would 
cease by mid-March, a few months earlier 
than we anticipated.”  This is what is being 
termed as the “taper” and affects longer 
term interest rates.  The Fed ended 2021 
with $8.76 TRILLION dollars’ worth of 
securities on its balance sheet, more than 
doubling the $4.17 TRILLION it 
had at the beginning of 2020 in 
just two years!  (Add this to all the 
Government stimulus and surprise, we 
have crazy high inflation!) 

Anyway, when the Fed buys securities (bonds) in the market, they print money and purchase bonds at high 
prices, sending cash out into the system and adding the bonds to their balance sheet.   When they stop buying, 
this will allow longer term bond 
yields to rise.    This is an important 
step (and arguably more important 
than the short-term Fed funds rate) 
because this stops sending more 
dollars into the system 
(inflationary) and steepens the yield 
curve which is beneficial.   Without 
letting longer term rates rise, the 
Fed risks inverting the yield curve 
(where short-term rates are higher 
than long term rates) and likely 
causes a recession.  Yields are long 
way off from that and we believe 
the Fed will be hyper-conscious of 
not allowing that to occur.  
However, the timing and 
communication of their strategy 
will be very important. 
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Legislative Affairs 

2022 marks a mid-term election year and while the 
rhetoric will be (even more) plentiful, legislative actions 
will likely not be.  Since all 435 members of the House of 
Representatives will be up for re-election, there likely 
won’t be any controversial actions taken.    Even though 
Democrats had high hopes of passing President Biden’s 
multi-TRILLION dollar Build Back Better plan, Senators 
Manchin and Sinema ultimately could not be assuaged to 
go along with it.    In the meantime, however, Congress 

did pass measures to fund the Government through February 18th of 2022 and raise the debt ceiling by $2.5 
TRILLION which is expected to last through early 2023.   
 

Financial Planning Corner 

 
5 Things to Review during a Retirement Check-Up 

Staying current with your retirement plan can be a daunting task since there are many factors at play. 
However, reviewing your plan regularly can be extremely beneficial towards making sure you are on 
track, addressing issues and potential roadblocks, and making sure expectations are able to be met. 
Performing a retirement plan check-up is a good way to alleviate stress about your future by making 
small course corrections along the way before they become too big and burdensome…  
 

Verifying your goals and time horizons 
Goals are an important part of a retirement plan. As your life progresses plans may change.  
Have you recently had a child, been married/divorced, or sold a house? These types of life changes 
generally have an impact on one or more areas of your retirement plan. Perhaps the most crucial goal 
to have a good handle on is how much you’d like to spend in retirement. Retirement spending is 
unique to every individual. Whether you define $60,000/year or $250,000/year as enough to live a  
great retirement, you need to have a solid idea of how much is “enough” for you. Revisiting that 
figure every few years to make sure it’s still an accurate goal is an important part of the process. 
The same is true for when you’d like to retire. It’s important to revisit that every few years and adjust 
as necessary. Not only that, but if your desired retirement date changes, it’s important to evaluate 
how that might impact your plans for drawing Social Security and healthcare. For instance, you may 
want to re-evaluate when to take Social Security based on your income needs and other investments 
at your retirement, and also how you’ll source and pay for healthcare if you retire before the 
Medicare age of 65. Those details can be left out of the equation in some of the simple retirement 
calculators that attempt to tell you if you’re on track and have saved enough. 
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Estate planning is another important factor. Consider how you would like your wishes after death to 
be carried out. Many goals may stay the same, but verifying what is important to you will help your 
financial advisor prioritize your specific needs and wants. 
 

A great action step today would be to really evaluate what age you’d like to retire, and your 
best estimate of how much money you’d like to be able to spend monthly/annually in 
retirement. Establish those starting points or make those updates, and then use those figures 
for any retirement calculators or projections to determine the necessary savings levels. 

 
Savings/ spending targets 
In long term planning, your savings and spending habits can gradually sneak up on you. Re-evaluating 
these targets can help you keep you on track. Small pre-retirement savings shortfalls or post 
retirement overspending can slowly make a large impact, so assessing these points before they are 
compounded can ease future financial burdens.  It’s important to enjoy life today and not save every 
dollar you earn, but it’s equally important to help yourself make your financial goals are secure.  
 

A great action step today would be to take a look at your current savings/spending projections 
and compare those to what is actually taking place.   

 
Portfolio Returns 
When looking at portfolio returns in terms of retirement, your goals, risk tolerance and risk capacity, 
along with stage of life should be considered. Risk tolerance is how much investment risk you’re 
emotionally comfortable with, while risk capacity is how much investment risk you must take in order 
to reach your goals. In early years of investing, one might be more risk tolerant than closer to 
retirement. This can have an effect on the type of investments and their returns, and ultimately, your 
retirement goals and timeline. When looking at your portfolio returns, are they what you expected? If 
returns are not meeting the levels used in your retirement projections, it could derail your plans and 
force you to work longer and/or spend less than desired in retirement. It’s important to be realistic 
about portfolio returns. Hinging retirement goals on unrealistically high annual returns or expecting 
average returns when taking on far below average risk can be a critical mistake. 
 

A great action step today would be to understand what annual returns are being assumed for 
your retirement projections, and then review your investments to see if your annual returns 
are meeting them. If not, either an adjustment to the retirement projections by reducing the 
assumed return level, or by re-evaluating your investment allocation is warranted.   
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Inflation Expectations 
Inflation projections are an important assumption when planning for retirement. Investing and saving 
money for retirement should stay above the inflation rate. When your investment returns fail to 
outpace inflation, you are effectively becoming poorer and losing buying power as time goes on. 
Inflation is equally as important as your assumed level of investment returns when making retirement 
projections. If inflation assumptions are unrealistic, you could be causing yourself to either not save 
enough or save far too much. The inflation assumptions used affect not only your investment returns 
while you’re saving and accumulating, but also how fast your spending levels will increase in 
retirement. 
 

A great action step today would be to make sure you know the assumed level of inflation 
being used in your retirement projections. Make sure it’s a realistic figure to keep you on track 
for your goals and expectations. The Federal Reserve’s goal is to maintain roughly a 2% 
inflation annual inflation rate. Going back over 100 years ago to 1913, the average annual 
inflation rate was just above 3%, and is closer to 2% looking at 1990 to 2020. We feel an 
appropriate inflation rate is somewhere between 2% and 3%. 

 
Tax Implications 
Taxes are a key consideration for your retirement plan. After all, for most retirees, taxes are their 
single largest expense in retirement! Not only do they affect how you invest through retirement plans 
like 401k’s or Roth IRAs, but also through how much is taxed on your retirement withdrawals, Social 
Security, Medicare premium increases, and distribution of your estate. Do you know how your 
investments will be taxed? Do you understand the terms of your estate plan and the taxation 
implications such as inheritance tax? Lastly, evaluate any new tax laws or proposals that may change 
your assumptions.  
 

A great action step today would be to evaluate how you’re currently saving for retirement 
through tax advantaged plans – pretax vs Roth. Saving in the form of pretax when in higher 
income years and in Roth when in lower income years can have a dramatic impact on lifetime 
tax savings. Review your tax bracket by taking an estimate of your 2022 income, then subtract 
your deductions such as the standard or itemized deduction, as well as healthcare premiums 
and Health Savings Account contributions that come out pretax, which gives you a rough 
estimate for taxable income. Look at where yours falls on the 2022 tax brackets. If you’re in a 
10% or 12% bracket, Roth is likely the way to go. If in the 32% or higher, we suggest pretax. 
22% or 24% you could argue either way, and even split it up 50/50. 
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